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U.S. International Services
Cross-Border Trade in 1998 and Sales Through Affiliates in 1997

T HE UNITED States recorded another sizable
surplus on cross-border trade in private
services in 1998, but the surplus, at $80.4 billion,
was smaller than the surpluses recorded in both
1996 and 1997. The decrease reflected a consid-
erably faster rate of growth in U.S. imports of
private services than in U.S. exports of private
services (chart 1). The growth in imports was 8
percent in 1998, down from 11 percent in 1997,
but equal to the average annual rate of growth
in 1986—97 (table A). In contrast, the growth in

CHART 1

U.S. International Sales and Purchases
of Private Services, 1986-98
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exports was 2 percent—well below both the 9-
percent rate in 1997 and the 11-percent average
annual growth rate in 1986—97; the sharp slow-
down reflected recessionary conditions in Japan
and several other countries in Asia and Latin
America. The recessionary conditions in Asia, to-
gether with a sharp depreciation of several Asian
currencies against the U.S. dollar, especially af-
fected travel and transportation receipts. The
number of tourists from Asia to the United States
declined, and freight and port expenditure re-

Table A.—Sales of Services to Foreign and U.S. Markets
Through Cross-Border Trade and Through Affiliates

Through cross-horder Through nonbank
trade * majority-owned affiliates
Sales to Sales to
foreign us.
U.S. exports | U.S. imports persons by | persons by
(receipts) | (payments) foreign U.S.

P pay affiliates of | affiliates of

Us. foreign
companies? | companies

Billions of dollars
76.3 64.7 60.5 n.a.
86.0 73.9 72.3 62.6
100.1 81.0 83.8 73.2
117.1 85.3 99.2 94.2
136.2 98.2 1213 109.2
151.2 99.9 131.6 1195
162.3 100.4 140.6 128.0
170.6 107.9 142.6 1347
186.0 119.1 159.1 1454
202.2 128.8 190.1 149.7
221.1 137.1 2232 168.4
240.4 152.4 258.3 32055
2457 165.3 na. na.
Percent change from prior year

12.7 142 195 s
16.4 9.5 15.9 17.0
17.0 5.3 18.4 28.7
16.3 15.1 222 15.9
111 18 85 9.5
7.3 4 6.8 7.1
5.1 75 15 53
9.0 10.3 11.6 8.0
8.7 8.1 19.4 29
9.4 6.4 174 12.5
8.7 11.2 15.7 ©
2.2 8.4 n.a. na.

n.a. Not available.

1. The estimates for 1986-97 are revised from those published in last year's article in this
series. See the box “Revisions to the Estimates of Cross-Border Services Transactions.”

2. The figures shown in this column for 1986-88 have been adjusted, for the purposes of
this article, to be consistent with those for 1989 forward, which reflect definitional and meth-
odological improvements made in the 1989 Benchmark Survey of U.S. Direct Investment Abroad.
The primary improvement was that investment income of affiliates in finance and insurance was
excluded from sales of services. The adjustment was made by assuming that investment income
of finance and insurance affiliates in 1986-88 accounted for the same share of sales of services
plus investment income as in 1989.

3. A discontinuity exists between 1996 and 1997 due to a change in the definition of sales
of services by U.S. affiliates. See the box “Changes in the Definition and Classification of Sales
of Services by U.S. Affiliates.”
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ceipts were depressed by declines in U.S. exports
of goods to countries in the area.

The decrease in the surplus on private services
coincided with a record increase in the deficit on
trade in goods. The downward movements in
the two balances reflected a faster rate of eco-
nomic growth in the United States than in most
other parts of the world. In the United States,
real gross domestic product grew 3.9 percent in
1998; in most other industrial countries, eco-
nomic growth ranged from 1 to 3 percent, and in
many countries in Asia and Latin America, the
economies were in recession.

The large U.S. surplus on cross-border trade in
private services offset a third of the U.S. deficit
on trade in goods. The persistent U.S. surplus
suggests a U.S. comparative advantage in the pro-
vision of services. This advantage is especially
apparent in the large U.S. surplus in royalties and
license fees.! In 1998, U.S. receipts of royalties and
licence fees exceeded payments by $25.5 billion—a
little less than a third of the total services surplus.
Sizable surpluses were also recorded for “busi-
ness, professional, and technical services,” travel,
financial services, and education.

For services sold through majority-owned af-
filiates of multinational companies, U.S. sales
also exceeded U.S. purchases in 1997—the most
recent year for which data are available. The
difference—ss52.7 billion—is smaller than the
$88.0 billion surplus on cross-border trade in
1997. However, the balance on services sold
through affiliates is understated because of re-

1. These fees represent receipts and payments for intellectual property
rights, such as rights to use computer software, rights to industrial processes,
and rights to sell a product under a particular trademark.

definitions associated with a new industry clas-
sification system, which have raised the value of
services sold in the United States by U.S. affil-
iates of foreign companies in 1997 (see the box
“Changes in the Definition and Classification of
Sales of Services by U.S. Affiliates” on page 61). A
rough adjustment for the understatement would
have made this balance about a third larger, but
it still would have been smaller than the surplus
on cross-border trade.

From 1996 t0 1997, sales of services abroad by
foreign affiliates of U.S. companies grew 16 per-
cent. The measured growth in sales of services
in the United States by U.S. affiliates of foreign
companies was 22 percent, but about half of this
growth reflects the redefinitions. Thus, based on
consistent definitions, the growth in sales was
somewhat greater for the foreign affiliates than
for the U.S. affiliates.

This article presents detailed estimates of U.S.
cross-border exports and imports of private serv-
ices and of U.S. sales of services through, and
purchases of services from, nonbank majority-
owned affiliates of multinational companies.
Cross-border exports and imports are transac-
tions between U.S. residents and foreign resi-
dents. They represent international trade in the
conventional sense and are recorded, in sum-
mary form, in the U.S. international transactions
accounts.” Sales of services through nonbank
majority-owned affiliates of multinational com-
panies represent services sold in international

2. See tables 1 and 3 in the quarterly article on the U.S. international
transactions in this issue. In table 1, cross-border exports of private services
are presented in lines 6-10, and cross-border imports, in lines 23—27. In
table 3, additional detail is provided.

The estimates of cross-border trade in services were
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of Payments Division and the International Investment
Division.
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I. Font, Pamela Aiken, Debra M. Blagburn, Annette
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markets through the channel of direct investment » For both U.S. sales and U.S. purchases, the

(see the box “Channels of Delivery of Services
Sold in International Markets”).> The data are
drawn from larger data sets on affiliate opera-
tions that are presented in annual articles on the
operations of U.S. multinational companies and
of U.S. affiliates of foreign companies.*

Highlights for 1997 include the following:

3. These data cover all sales of services by nonbank majority-owned affil-
iates, irrespective of the percentage of foreign ownership. The data are limited
to nonbank affiliates because in most years, the surveys used to collect the
data do not cover banking affiliates. The data exclude minority-owned affil-
iates because data on sales of services by foreign affiliates are collected only
for affiliates that are majority-owned by U.S. direct investors. The exclusion
of minority-owned affiliates may also be preferred because the direct investor
may own as little as 10 percent of a minority-owned affiliate and thus have
less interest than local investors in the affiliate’s sales.

4. See Raymond J. Mataloni, Jr., “U.S. Multinational Companies: Op-
erations in 1997” Survey or CURReENT BusiNgss 79 (July 1999): 8-35, and
William J. Zeile, “Foreign Direct Investment in the United States: Prelimi-
nary Results From the 1997 Benchmark Survey,” Survey 79 (August 1999):

affiliate channel of delivery was more impor-
tant than the cross-border channel, but the
difference was greater for purchases than for
sales. For U.S. sales of services, the affiliate
channel was slightly larger in 1996, but the
cross-border channel was larger in other re-
cent years. For U.S. purchases of services, the
affiliate channel has predominated in every
year since 1989.

For Europe, both sales and purchases were
predominantly through the affiliate channel,
and for Latin America, both were predom-
inantly through the cross-border channel
(chart 2). For Asia and Pacific, sales were
mainly through the cross-border channel,
but purchases through the two channels were

21-54.

about equal.

Channels of Delivery of Services Sold in International Markets: Cross-Border Trade and Sales Through Affiliates

Services are sold in international markets through two distinct
channels. In the first channel, residents of one country sell
services to residents of another country. These transactions—
“cross-border trade”—consist of both trade within multinational
companies (intrafirm trade) and trade between unaffiliated parties.'
They are recorded in the international transactions accounts of both
countries—as exports of services by the seller’s country and as im-
ports by the buyer’s country.

The second channel of delivery is sales through foreign affiliates of
multinational companies, which from the U.S. viewpoint, are sales
to foreigners by foreign affiliates of U.S. companies or U.S. purchases
from other countries’ U.S. affiliates. These sales are not considered
U.S. international transactions because under the residency prin-
ciple of balance-of-payments accounting, affiliates of multinational
companies are regarded as residents of the countries where they are
located rather than of the countries of their owners. Thus, sales
abroad by foreign affiliates are transactions between foreign resi-
dents, and sales in the United States by U.S. affiliates are transactions
between U.S. residents. (However, the direct investors’ shares of
the profits earned on these sales are recorded as U.S. international
transactions.)

Both channels may sometimes be involved in the delivery of a par-
ticular service. For example, if an affiliate sells services abroad and if
the affiliate’s parent does some of the work and bills the cost to the af-
filiate, the amount received by the affiliate from the foreign customer
is recorded under sales through affiliates, and the funds received by
the parent from the affiliate for its share of the work are recorded as
intrafirm cross-border trade. However, because the parent’s receipts
are recorded under both channels—directly in cross-border trade
and implicitly embodied in the sales through affiliates—the data for

1. “Cross-border trade” as used here should not be confused with “cross-border
mode of supply,” which is a term used in connection with the General Agreement on
Trade in Services; the latter term refers to the provision of a service by a resident of one
country to a resident of another country, with neither the producer nor the consumer
of the service going to the country of the other (for example, a consultant sending a
report electronically or by mail).

the two channels may be duplicated and therefore cannot simply be
added together.”

The two channels of delivery typically differ in their effect on
an economy. For example, U.S. cross-border exports usually have
a greater effect on the U.S. economy than the otherwise equiv-
alent sales through foreign affiliates, because most or all of the
income generated by the production of the services generally accrues
to U.S.-supplied labor and capital. In contrast, for sales through
foreign affiliates, only the U.S. parent company’s share in profits ac-
crues to the United States (and is recorded as a U.S. international
transaction); the other income generated by production—including
compensation of employees—accrues to foreigners.

Some services can be delivered equally well through either chan-
nel, but the channel of delivery is often largely predetermined by
the nature of the service. For example, travel services are inher-
ently delivered through the cross-border channel; in contrast, many
business, professional, and technical services are delivered mainly
through the affiliate channel because of the need for close and con-
tinuing contact between the service providers and their customers.

For specific services, the relative importance of the two channels
is difficult to gauge because the available data on U.S. cross-border
trade are generally classified by type of service, whereas the data on
sales of services through affiliates are classified by primary industry
of the affiliate. The difference in classification reflects Bea’s effort
in designing its direct investment surveys to strike a reasonable and
appropriate balance between the needs of data users for detailed
data and the concerns of respondents about the burdens imposed.
A disaggregation of affiliate sales by type of service would be useful,
but this detail would add significantly to the burden imposed on
respondents.

2. At an aggregate level and for both goods and services, Bea has provided a
duplication-free economic-accounting framework for integrating data on cross-border
trade with data on sales by affiliates; however, because of differences in the basis of
classification and for other technical reasons, this framework cannot be extended to the
level of detail reflected in this article. For the most recent results under this framework,
see Jeffrey H. Lowe, “An Ownership-Based Disaggregation of the U.S. Current Account,
1982-96,” SURVEY 78 (December 1998): 54-55.
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e For the United Kingdom, Germany, and
Canada, the affiliate channel predominated
for both sales and purchases (chart 3). For
Japan, most sales were through the cross-
border channel, but most purchases were
through the affiliate channel.

The remainder of this article is presented in two
parts. The first part discusses cross-border trade,
and it presents preliminary estimates for 1998 and
revised estimates for 1986—97. The second part
discusses sales through majority-owned affiliates,

CHART 2

U.S. Sales and Purchases of Services

by Major Area in 1997
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and it presents preliminary estimates for 1997 and
revised estimates for 1996.

U.S. Cross-Border Trade in 1998

In 1998, U.S. exports of private services (receipts)
increased 2 percent, to $245.7 billion, following a
9-percent increase in 1997. U.S. imports of private
services (payments) increased 8 percent, to $165.3
billion, following an 11-percent increase in 1997.
The U.S. surplus on private services decreased 9
percent to $80.4 billion in 1998.

The slowdown in exports was primarily at-
tributable to recessionary conditions in several
Asian countries. These conditions, which were
the result of a variety of financial problems, ad-
versely affected many of the services accounts.

CHART 3

U.S. Sales and Purchases of Services
by Major Country in 1997
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Total U.S. exports of services to the Asia and
Pacific area fell 8 percent, following a 6-percent
increase in 1997,  Travel and passenger fare
receipts fell, reflecting a sharp decline in the
number of visitors from Asia to the United
States. “Other transportation” receipts fell when
the weak demand for goods by Asian economies
resulted in reduced shipments on U.S. carriers to
Asia. In addition, a sizable drop in petroleum
prices reduced expenditures by foreign vessels re-
fueling in U.S. ports; the reduction in fuel prices
was partly attributable to the Asian problems
as the weakness in the economies in this area
reduced world demand for petroleum. Finan-
cial services receipts slowed, as Asian and Latin
American investors had fewer funds available to
purchase U.S. securities. Several components of
“business, professional, and technical services”—
especially “computer and data processing serv-
ices” and “industrial engineering services”—were
also adversely affected by the Asian problems.

Several other factors also contributed to the
slowdown in services exports. Purchases of
U.S. services by Canadian residents—especially
travel—were dampened by the continued depre-
ciation of the Canadian dollar, which increased
the prices of all U.S. services to Canadian res-
idents. Telecommunications receipts fell as the
continued decline in calling rates outpaced the
increase in the volume of calls.

In contrast, both services exports and im-
ports were strengthened by favorable business
and financial conditions in Europe.

Additional highlights for 1998 are as follows:

o Trade in three of the five major categories
of exports of services decreased; in con-
trast, trade in all major categories of imports
of services increased. In percentage terms,
the fastest growing category of exports was
royalties and license fees, and the fastest
growing categories of imports were royalties
and license fees and “other private services.”

Percent change from prior year
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By country, U.S. exports of services to Japan
declined 11 percent to $30.7 billion, but U.S.
exports to Japan exceeded those to any other

country. The decline was largely attributable
to a falloff in the number of Japanese visitors
to the United States. The U.S. surplus on
trade in services with Japan decreased $3.3
billion, to $17.0 billion.

Change from prior year in millions of
dollars

Exports Imports

1997 1998 1997 1998

Private services
Travel and passenger fare:
Other transportation ...
Royalties and license fe
Other private services

19,323 5245| 15366| 12,874
3926 -2,844 6,323 5,713
932| -1,488 1,556 1,498
1311 3,027 1,553 1,902
13,154 6,550 5,934 3,761

» U.S. exports of services to the United King-
dom increased s$2.9 billion, the largest in-
crease to any country. The U.S. surplus on
trade in services with the United Kingdom
increased to $4.4 billion.

In the following sections, cross-border trade in
services in 1998 by type of service and by geo-
graphic area are discussed. (These sections, along
with the accompanying tables, provide informa-
tion for more types of services and more geo-
graphic areas than are available in the quarterly
U.S. international transactions accounts.) The
estimates of cross-border transactions incorpo-
rate recent reclassifications of and improvements
in source data (see the box “Revisions to the
Estimates of Cross-Border Trade In Services”),
and they cover transactions between U.S. resi-
dents and both affiliated and unaffiliated foreign
residents.’

Affiliated transactions consist of intrafirm trade
by multinational companies—specifically, the
trade between U.S. parent companies and their
foreign affiliates and between U.S. affiliates and
their foreign parent groups. (Cross-border trade
between affiliated enterprises differ from sales by
affiliates, which are discussed in the second half
of this article.)

By type of service

Cross-border trade in private services is classified
into the same five, broad categories used in the
U.S. international transactions accounts—travel,
passenger fares, other transportation, royalties
and license fees, and other private services.

5. The term “affiliated” refers to a direct investment relationship—that
is, a relationship in which an investor in one country directly or indirectly
owns or controls 10 percent or more of the voting stock of an incorporated
business, or an equivalent interest of an unincorporated business, in another
country.
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Travel. —This category covers purchases of goods
and services by U.S. persons traveling abroad
and by foreign persons traveling in the United
States for business or personal reasons for less
than a year. The types of goods and services
most likely to be purchased are lodging, food,
recreation and entertainment, local transporta-
tion, and gifts. U.S. travel transactions with both
Canada and Mexico include border transactions,
which often involve stays of less than 24 hours.
U.S. receipts for travel decreased 3 percent in
1998, to s$71.3 billion, following a s5-percent in-
crease in 1997  Visitors from Asia (including
Japan) decreased 13 percent, and their average ex-
penditures in the United States fell slightly; as
a result, receipts from Asia decreased nearly 18
percent. Receipts from Canada fell nearly 10 per-
cent, as the weak Canadian currency discouraged
Canadians from traveling to the United States,

and the average expenditures in U.S. dollars of
those who did visit decreased; the Canadian dol-
lar depreciated 7 percent, reaching a level 30
percent below its value in 1990. Receipts from
most other major regions and countries, partic-
ularly Europe and Central and South America,
increased.

U.S. payments for travel increased 8 percent
in 1998, to $56.1 billion, following an 8-percent
increase in 1997. The number of U.S. travel-
ers increased 8 percent; growth in travelers to
Canada and Western Europe remained strong,
while growth in travelers to Asia slowed sharply.
U.S. payments to Canada increased nearly 20 per-
cent, as an attractive U.S. exchange rate made
Canada a popular destination for U.S. travel-
ers. Same day travelers to Canada by automobile
increased 7 percent, and travelers who visited
Canada for 1 or more nights increased 10 percent.
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Revisions to the Estimates of Cross-Border Trade in Services

In this year’s annual revision of the U.S. international transac-
tions accounts, the estimates of cross-border trade in services were
revised to incorporate reclassifications and improvements in source
data. These estimates were first presented in tables 1 and 4 of “U.S.
International Transactions, Revised Estimates for 1982—98” in the
July 1999 Survey or CurrenT Busingss. That article also discussed
the sources of the revisions, which are summarized below.

Redefinition of services.—Compensation of employees, which was
previously included in services, is now classified as income and thus
is no longer part of services. This reclassification begins with the
estimates for 1986 because the source data to make the reclassifica-
tion for earlier years are not available. Compensation of employees
includes wages, salaries, and other benefits, in cash or in kind, that
are earned by or received from individuals in countries other than
those in which they are residents.

Three components of compensation receipts have been reclassi-
fied: Compensation receipts of U.S. residents employed temporarily
abroad, compensation receipts of U.S. residents employed by in-
ternational organizations in the United States (such as the World
Bank, the International Monetary Fund, and the United Nations),
and compensation receipts of U.S. residents employed by embassies
and consulates of foreign governments in the United States. The
amount reclassified in 1998 was 1.9 billion.

Four components of compensation payments have been reclas-
sified: Compensation paid to Canadian and Mexican workers who
commute to work in the United States, compensation paid to foreign
students studying at colleges and universities in the United States,
compensation paid to foreign professionals temporarily residing in
the United States, and compensation paid to temporary agricul-
tural and nonagricultural workers. The amount reclassified was $4.6
billion in 1998.

Medical services.—Estimates of receipts for medical services provided
to foreign residents at U.S. hospitals have been revised for 1995—98,
using a revised methodology and newly available source data. These
estimates are prepared by summing the estimates of inpatient and
outpatient care. Inpatient estimates are based on information on

hospital inpatients (patients who spend at least 1 night at the hos-
pital) provided by State regulatory agencies, hospital associations,
and hospitals with international medical centers. Inpatient charges
cover physicians’ fees, tests, drugs, and room and board. Outpatient
estimates are based on data provided by individual hospitals. Out-
patient services cover outpatient surgery, physical rehabilitation and
therapy, aips treatments, and consultations. The annual revisions
to medical receipts for 1995—98 were small—s16 million in 1995, $132
million in 1996, $224 million in 1997, and $318 million in 1998.

Overseas travel payments.—Estimates of U.S. residents’ expenditures
while traveling overseas are revised to incorporate the results of a
one-time survey by D.K. Shifflet covering 1998. The results of this
survey, which was completed by U.S. residents after they returned
home from their trip, were compared with the results of the Inter-
national Trade Administration’s ongoing in-flight survey that Bea
uses to measure U.S. travelers’ expenditures, which is completed by
travelers on their flights as they depart the United States.

BEA Used the one-time survey to determine the relationship be-
tween a U.S. traveler's expected expenditures and that traveler’s
post-trip reported expenditures by comparing expected per-person,
per-day expenditures with post-trip expenditures for three major
regions: Europe; Asia and Pacific; and Latin America and Other
Western Hemisphere (excluding Mexico). The results of this com-
parison indicate that U.S. travelers’ expected expenditures in Latin
America understated post-trip reported expenditures by 8 percent,
expected expenditures in the Asia and Pacific region understated
post-trip reported expenditures by 5 percent, and expected expendi-
tures in Europe neither understated nor overstated post-trip reported
expenditures.

BEA has adjusted its estimates from the ongoing survey to correct
for these understatements. These adjustments raised travel payments
by s1.7 billion in 1998. Limited information indicates that the differ-
ences between expected and post-trip expenditures to Latin America
and to the Asia and Pacific region narrow before 1998. Therefore,
BeA has adjusted its 1997 estimates of travel payments using one-
half the value of the adjustments for 1998. Bea has not adjusted its
estimates for the years before 1997.
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Passenger fares.—This category covers fares paid
by residents of one country to airline and vessel
operators that reside in another country. Ex-
ports consist of fares received by U.S. operators
for transporting foreign residents between the
United States and a foreign country and between
foreign countries. Imports consist of fares paid
to foreign operators by U.S. residents for travel
to and from the United States.

U.S. passenger fare receipts decreased 4 percent
in 1998, to $20.0 billion, following a 2-percent
increase in 1997, the drop was more than ac-
counted for by a reduction in the number of
travelers from Asia. As a result of a slowdown
in travel to Asia, U.S. passenger fare payments
increased 9 percent, to $19.8 billion, compared
with a 15-percent increase in 199y.

Other transportation.—This category primarily
covers receipts and payments for freight and port
services for the transportation of goods by ocean,
air, and truck to and from the United States.
Freight receipts of U.S. carriers are for trans-
porting U.S. goods exports and for transporting
goods between two foreign points; freight pay-
ments to foreign carriers are for transporting U.S.
goods imports.° Port services receipts are the

6. By balance-of-payments accounting convention, the importer is
deemed to assume ownership of the goods when they cross the border of

value of the goods and services procured by for-
eign carriers in both U.S. sea and air ports; port
services payments are the value of goods and
services procured by U.S. carriers in foreign sea
and air ports.

U.S. receipts for “other transportation” de-
creased 6 percent in 1998, to $25.5 billion, follow-
ing a 4-percent increase in 1997. Freight services
receipts decreased 5 percent to si1.2 billion, as
a sharp decline in ocean freight services more
than offset a slight increase in air freight services.
This decrease in ocean freight receipts, which was
spread among all major areas of the world, largely
reflected lower export volumes. Freight receipts
from Asia fell, as sluggish economies in the region
reduced their demand for imported goods. The
slump in export volumes also led to a sharp drop
in freight rates, particularly on tramp vessels.”

Port services receipts decreased 6 percent to
$14.3 billion, as both ocean and air port services
decreased. A decline in the export volumes car-

the exporting country and to bear all subsequent transportation costs. Thus,
receipts of U.S. carriers for transporting U.S. imports are excluded from U.S.
transportation receipts because these receipts represent transactions between
U.S. importers and U.S. vessel, airline, and truck operators. Similarly, pay-
ments to foreign carriers for transporting U.S. exports are excluded from U.S.
payments because they represent transactions between foreign importers and
foreign carriers.

7. Tramp vessels carry dry cargo on an unscheduled basis; liner vessels
carry dry cargo on a schedule; and tanker vessels carry liquid cargo.

The table below updates the estimates of cross-
border trade in services between U.S. parents and their

Detail on Services Trade Between U.S. Parents and Their
Foreign Affiliates, by Type, 1994-981

[Billions of dollars]

1994 | 1995 | 1996 | 1997 | 1998
U.S. parents’ receipts ...t 10.8| 10.4| 11.3| 14.0| 148
Transportation services? .. . 2 3 4 A4 4
Other private services? ... .| 106| 101| 11.0| 13.6| 144
Financial Services ............uu.... 8 9 1.0 1.2 16
Computer and information
SEIVICES ..o 8 8 1.0 11 1.0
Communication services 1 1 1 1 1
[0]1)1-T S 8.8 8.3 89| 111 117
U.S. parents’ payments . 6.8 710 76 9.2] 10.0
Transportation services? .. 5 .6 6 4 4
Other private services? ... 6.3 65| 7.0| 88 9.6
Insurance services 4 . 1 1 1 1 1
Financial Services ..........ouw.... 7 11 17 2.0 24
Computer and information
SEIVICES .ovvueviviiiiisiisriinins 4 3 4 5 6
Communication services . *) 1 1 2 1
Other .o 51 49 4.6 6.1 6.3

* Less than $50 million.

1. The estimates for 1996 and 1997 are revised; those for 1998 are preliminary.

2. Included under “other transportation” in table 1.

3. Included in U.S. parents’ transactions under “other private services,” affiliated, in
table 1. (That item also includes receipts and payments and rentals for the use of tangible
property and of film and television tape rentals.)

4. The transactions reported for insurance services are limited to those not already col-
lected on other surveys—specifically, to purchases of primary insurance (and the related
recovery of losses) by U.S. parent companies from foreign affiliates in insurance.

Detail on Intrafirm Trade in Services

foreign affiliates by type of service that were first col-
lected in the 1994 benchmark survey of U.S. direct
investment abroad and that were first published in this
article last year. Similar detail on services trade be-
tween foreign parents and their U.S. affiliates was first
collected in the 1997 benchmark survey of foreign di-
rect investment in the United States; those data will be
published next year in Foreign Direct Investment in the
United States: Final Results From the 1997 Benchmark
Survey.

As shown in the table, more than three-fourths of
receipts and about two-thirds of payments are in the
“Other” category. A significant portion of this trade may
be accounted for by overhead expenses, such as manage-
ment services and research and development assessments,
that are allocated among the various divisions or parts
of an enterprise.

In the past year, on the basis of the detail on affiliated
services by type of service, sea identified and removed
certain transactions from “Other private services” that
had also been implicitly included in the transportation
accounts, thus eliminating a small amount of double-
counting in the estimates. The adjustment was made to
the estimates for 1994 forward.
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ried on foreign vessels and lower average costs in
U.S. ports more than offset an increase in the im-
port volumes on foreign vessels. The lower costs
in U.S. ports were partly accounted for by lower
prices for fuel paid by foreign vessels.

U.S. payments for “other transportation” in-
creased 5 percent in 1998, to $30.5 billion, fol-
lowing a 6-percent increase in 1997. A 10-percent
increase in payments for freight services more
than offset a 2-percent decrease in port services.
The increase in freight payments reflected in-
creases in import volumes transported by foreign
ocean and air carriers—particularly the former.
The decrease in port services was more than ac-
counted for by a reduction in payments to Asian
ports as a result of lower export volume to that
region; lower fuel prices also contributed to the
decrease.

Royalties and license fees.—This category cov-
ers transactions with foreign residents that in-
volve patented and unpatented techniques, pro-
cesses, formulas, and other intangible property
rights used in the production of goods; trans-
actions involving copyrights, trademarks, fran-
chises, broadcast rights, and other intangible
rights; the rights to distribute, use, and reproduce
computer software; and the rights to sell prod-
ucts under a particular trademark, brand name,
or signature.

Receipts of royalties and license fees increased
9 percent in 1998, to $36.8 billion, following a
4-percent increase in 1997. Receipts from both
affiliated and unaffiliated foreigners increased
sharply. The increase in affiliated services was
largely attributable to an increase in receipts of
U.S. parent companies from their foreign affil-
jates. The increase in unaffiliated services was
more than accounted for by royalties and li-
cense fees associated with industrial processes and
software licensing fees.

Receipts from software-licensing fees, one of
the fastest growing services categories, increased
20 percent, to $3.2 billion, following a 40-percent
increase. Software-licensing agreements remain
the primary means through which computer-
related services are delivered to foreign markets
through cross-border channels. The value of
computer-related services delivered through an-
other cross-border channel—“computer and data
processing services”—was $2.0 billion in 1998.

Payments of royalties and license fees increased
20 percent in 1998, to s$11.3 billion, following
a 20-percent increase in 1997. The increase in
1998 was largely accounted for by an increase
in affiliated transactions, primarily payments by

U.S. affiliates to their foreign parents. Royalty
and license fee payments to unaffiliated foreign-
ers increased 20 percent in 1998; the substantial
increase was largely due to payments to the Inter-
national Olympic Committee for broadcast rights
to the Winter Olympic Games.

Other private services.—This category consists of
a variety of services: Education; financial serv-
ices, insurance; telecommunications; business,
professional, and technical services; and other
affiliated and unaffiliated services.

Receipts for “other private services” increased
8 percent in 1998, to $92.1 billion, following a
18-percent increase in 1997. Affiliated services re-
ceipts increased 4 percent to $28.3 billion, reflect-
ing increased receipts by U.S. parents from their
foreign affiliates. Unaffiliated services receipts
increased ¢ percent to $63.8 billion, reflecting
increases across most services categories.

Payments for “other private services” increased
9 percent in 1998, to $47.7 billion, following a 16-
percent increase in 1997. Payments to affiliated
foreigners increased 8 percent, to $19.1 billion,
following a 14-percent increase; the slowdown
was partly attributable to reduced growth in pay-
ments by U.S. parents to their foreign affiliates.
Payments to unaffiliated foreigners increased ¢
percent, to $28.6 billion, following a 17-percent
increase in 1997; the slowdown partly reflected
a deceleration in payments for financial services
and a falloff in telecommunications services.

“Education” receipts consist of expenditures for
tuition and living expenses by foreign students
enrolled in U.S. colleges and universities; pay-
ments consist of tuition and living expenses of
U.S. students for study abroad. The number of
foreign students studying in the United States
continued to greatly exceed the number of U.S.
students studying abroad. Education receipts in-
creased 7 percent to s9.0 billion, and payments
increased 10 percent to $1.5 billion.

“Financial services” covers a variety of serv-
ices that include funds management, credit card
services, explicit fees and commissions on trans-
actions in securities, fees on credit-related activ-
ities, and other miscellaneous financial services;
implicit fees paid and received on bond trading
are also covered. The increases in both receipts
and payments in 1998 were substantially smaller
than those in 1997. In 1998, receipts for finan-
cial services increased 19 percent to $13.7 billion,
as foreigners continued to make large purchases
of U.S. stocks and corporate bonds. Payments
increased 6 percent to $3.8 billion, reflecting the
slowdown in activity in world financial markets
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that was caused by the financial problems and
slower growth in Asian and Latin American
countries.

“Insurance” includes premiums earned and
paid for primary insurance and for reinsurance;
losses paid by U.S. insurers and losses recov-
ered from foreign insurers are netted against the
premiums. Primary insurance consists of life
insurance, accident and health insurance, and
property and casualty insurance. Each type of
primary insurance may be reinsured; reinsurance
is the ceding of a portion of a premium to an-
other insurer, who then assumes a corresponding
portion of the risk. Reinsurance is one way
of providing coverage for events with so high a
degree of risk or liability that a single insurer
is unwilling or unable to underwrite insurance
against their occurrence.

In 1998, net insurance receipts increased 14 per-
cent to $2.8 billion. The increase was largely
attributable to an increase in premiums received
for reinsurance. Net insurance payments in-
creased 15 percent to $6.9 billion, as a sharp rise
in premiums paid on reinsurance was only partly
offset by a sharp rise in losses recovered from
foreign reinsurers. Losses recovered from foreign
reinsurers reached nearly s12.0 billion in 1998, as
the result of unusually large catastrophic losses
from hurricanes, tornadoes, and storms.

“Telecommunications” consists of receipts and
payments between U.S. and foreign communica-
tions companies for the transmission of messages
between the United States and other countries;
channel leasing; telex, telegram, and other jointly
provided (basic) services; value-added services,
such as electronic mail and video conferencing;
and telecommunications support services. Re-
ceipts for telecommunications services decreased
7 percent to $3.7 billion in 1998, and payments
decreased 3 percent to $8.1 billion; a reduction
in calling rates more than offset an increase in
the volume of calls. The United States continues
to run a large trade deficit in telecommunica-
tions services because the minutes of outgoing
calls from the United States exceed the minutes
of incoming calls to the United States.® The large
number of outgoing calls from the United States
reflect several factors, including the relatively low
international calling rates from the United States,
the relative wealth of the United States, and the
large immigrant population.

8. Under the current settlements-based system for international telecom-
munications transactions, a carrier in one country agrees on a price (an
accounting rate) for handling a call with a carrier from another country. If a
carrier originates more minutes of calls to a foreign carrier than it completes,
it periodically makes a settlement payment to the foreign carrier.

“Business, professional, and technical services”
(BpT) covers a wide variety of services. Re-
ceipts increased 8 percent in 1998, to $24.3 billion,
following a 15-percent increase in 1997. The slow-
down in activity in Asian markets contributed
to this development. Receipts from Asian coun-
tries for the two subcategories that contributed
most to this slowdown—*"“computer and data
processing services” and “industrial engineering
services”—fell nearly si0o0 million in 1998 after
increasing $550 million in 1997.

Although growth in receipts for most Ber
services categories slowed in 1998, growth in
receipts for “construction, engineering, architec-
tural, and mining services” accelerated. Con-
struction receipts from Europe, Latin America,
Africa, and the Middle East increased nearly 25
percent. Construction receipts from Asia were
little changed, but construction receipts from one
Asian country—Indonesia—continued to exceed
those to any other country.

Receipts for legal services—one of the fastest
growing categories of Bpt services—increased 14
percent to s2.5 billion in 1998. Cross-border re-
ceipts are realized when a U.S. resident attorney
travels to a foreign country to provide services
to a foreign client, provides services to a for-
eign client who has traveled to the United States,
or provides services to a foreign client by E-
mail, fax, phone, or postal delivery (and neither
the attorney nor the client travels to the other’s
country).

Receipts for “database and other information
services” increased 33 percent in 1998, t0 s$2.0
billion, after increasing 27 percent in 1997 In
percentage terms, this increase exceeded that of
any other services export category in 1998. This
service category covers business and economic
database services, other database services, and in-
formation systems, such as reservation systems
and credit-reporting systems.

Receipts for “computer and data processing
services” were virtually unchanged at $2.0 billion
in 1998. “Computer and data processing serv-
ices” covers systems analysis, design, engineering,
and custom programming; data entry, process-
ing, and tabulation; integrated hardware/software
systems; and other services such as maintenance
and repair. Cross-border exports of these services
are dwarfed by the sales of these services through
foreign affiliates.” Computer-related services are
also delivered from the United States to foreign

9. Sales of these services are made not only through foreign affiliates
classified in this industry but also by affiliates in several other industries,
particularly machinery manufacturing and wholesale trade.
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markets through software-licensing agreements.
(As mentioned in the section “Royalties and
license fees,” computer-software-licensing fee re-
ceipts were s$3.2 billion in 1998.) The share
of computer-related services delivered to foreign
markets through cross-border channels is ex-
pected to increase as the Internet facilitates the
transmission of services from remote locations.

Payments for BT services increased 21 percent
in 1998, to $7.7 billion, following a 15-percent in-
crease in 1997. The United Kingdom remained
the leader in providing many types of these serv-
ices to the United States. For example, the United
Kingdom led in providing research, development,
and testing services; management consulting and
public relations services; and legal services.

Payments for “miscellaneous disbursements”
increased 27 percent to $1.4 billion; the step-
up was largely accounted for by an increase in
the production costs of motion picture com-
panies and of companies producing broadcasts
other than news broadcasts. Miscellaneous dis-
bursements also covers outlays to fund the news-
gathering costs of broadcasters and the print
media, disbursements to maintain tourism and
business promotion offices, and disbursements
for participating in foreign trade shows.

“Other unaffiliated services” receipts increased
8 percent to $10.3 billion. These receipts consists
mainly of expenditures by foreign governments
for services related to maintaining embassies and
consulates in the United States; expenditures of
international organizations—such as the United

CHART 4

Nations, the International Monetary Fund, and
the World Bank—that are headquartered in the
United States; receipts from unaffiliated foreign-
ers for sales and rentals of U.S. motion picture
and television films and tapes; and expenditures
of foreign residents employed temporarily in the
United States. “Other unaffiliated services” pay-
ments increased 7 percent to $o.5 billion. These
payments primarily consist of payments by U.S.
film distributors to unaffiliated foreign residents
for purchases and rentals of motion picture and
television films and tapes.

By area

Europe and Asia and Pacific together accounted
for two-thirds of total U.S. cross-border exports
and for two-thirds of total U.S. cross-border im-
ports of private services in 1998 (chart 4). Seven
countries—the United Kingdom, Japan, Canada,
Germany, Mexico, France, and the Netherlands—
accounted for nearly half of both exports and
imports of U.S. services and for half of the U.S.
surplus on private services (table B).

Exports of private services increased s$s5.2 bil-
lion, or 2 percent in 1998. A $7.0 billion increase
in U.S. exports to Europe and a s$4.0 billion
increase to Latin America and Other Western
Hemisphere more than offset a $6.2 billion de-
crease in exports to Asia and Pacific and a s1.0
billion decrease in exports to Canada.

Imports of private services increased s12.9 bil-
lion, or 8 percent, fueled by the continuing

U.S. Cross-Border Services Transactions: Share By Area in 1998

EXPORTS
Canada (8%)

Europe (39%)

Latin America and Other
Western Hemisphere (19%)

IMPORTS

Latin America and Other
Western Hemisphere (19%)

Canada (9%)

Middle East
(2%)
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strength of the U.S. economy. Imports from Eu-
rope and from Asia and Pacific accounted for
two-thirds of the increase, and imports from
Latin America and Other Western Hemisphere
accounted for another 14 percent.

Europe.—Europe accounted for 39 percent of U.S.
exports of private services, and for 42 percent of
U.S. imports of private services in 1998. The U.S.
services surplus with Europe decreased 3 percent,
to s$25.4 billion, following a 5-percent decrease
in 1997. Imports of private services increased 12
percent after a 15-percent increase, and exports
increased 8 percent in both years.

The United Kingdom accounted for 11 percent
of all U. S. exports of services in 1998, compared
with 10 percent in 1997, and it ranked second to
Japan as a destination of U.S. exports of services.
Exports to the United Kingdom grew s2.9 billion,
or 12 percent, and accounted for more than half
of the $5.2 billion increase in total U.S. exports of
private services. The strong growth reflected an

Table B.—Cross-Border Service Exports and Imports by
Type and Country, 1998

[Millions of dollars]

Royal-
Pas- Other ties
senger | transpor-| and
fares | tation | license
fees

Other
Total private
services Travel

ices

EXPORTS

All countries ......cceeue.e. 245,688 | 71,250

149,154 | 42,796

19,996
13,246

25,518 36,808 | 92,116

12 major countries * ... 12,918 | 25,148 | 55,046

30,729 | 9,424| 3,616 29441 6,312 8433
27,169| 7,582| 2,216 1,654 3,707 12,010
19,521 6,206 | 1,477 2,329 1,645| 7,864
15271 4,149| 1,320 1,064 3307| 5431
11,761 3,818 934 536 763| 5,710
10,182 2,336 973 614| 2,245| 4,014
Netherlands ................ 7,561 922 217 782 2,966| 2,674

Brazil .....cccooevvvririenennes 6,513 2,753| 1,070 542 596| 1,552
ltaly ... 5590| 1,907 651 304| 1,087| 1,641
Korea, Rep 5,341 991 44 1,551 962| 1,793
Switzerland .. 4778 1,146 180 278 810 2,364
Australia ... 4,738| 1,562 548 320 748 1,560
Other countries ............ 96,534 | 28,454 6,750 12,600 11,660| 37,070
IMPORTS
All countries ... 165,321 | 56,105 19,797 | 30,457 | 11,292| 47,670
12 major countries * ..... 101,853 | 31,385| 11,611| 16,725| 9,026 33,106
United Kingdom 22,779| 5132 3,767| 2,404| 2,063| 9,413
Canada ... 15,065| 5,719 585 2,911 4241 5,426
Japan .. 13,746 | 2,761 824 4229| 2,313| 3,619
MEXICO ...ovooveervriirines 10,007 | 6,396 795 954 104 1,758
Germany ... 8920| 2,003 1436 1,881| 12368| 2,232

7,688 2,890 710 761 938 2,389
4,486 760 876 807 792| 1,251
4,061| 1,135| 1,049 1,403 40 434
4,046| 2,370 389 547 101 639
4,011 400 0 0 30| 3,581
3,876 704 713 224 835 1,400
3,167 1,115 467 604 18 963

63,468 | 24,720 | 8,186| 13,732| 2,266| 14,564

Netherlands ...
Korea, Republic o
Italy
Bermuda ..
Switzerland
Hong Kong

Other countries .............

1. Ranked by trade in dollar amounts.

18-percent increase in “other private services” that
was partly accounted for by a 24-percent increase
in exports of financial services. The sharp in-
crease in financial services was largely attributable
to active British participation in U.S. equity mar-
kets. Receipts for travel and passenger fares from
the United Kingdom increased so.5 billion, or 6
percent.

The United Kingdom accounted for 14 percent
of all U.S. imports of services in both 1997 and
1998 and was the leading source of U. S. imports
of services. Imports from the United Kingdom
increased $1.2 billion, or nearly 6 percent in 1998,
compared with an 8-percent increase in total U.S.
imports of private services. Payments by U.S.
residents for travel and passenger fares to the
United Kingdom increased s1.0 billion, or 12 per-
cent. The U.S. services surplus with the United
Kingdom was $4.4 billion, up 64 percent.

U.S. exports of private services to other Eu-
ropean countries increased 6 percent, and U.S.
imports from these other countries increased 16
percent. These countries accounted for about 28
percent of both U.S. exports and U.S. imports of
services and for $21.0 billion of the U.S. services
surplus.

Asia and Pacific.—This area accounted for 28 per-
cent of exports of private services and for 24
percent of imports of private services in 1998.
The U.S. services surplus with Asia and Pacific,
the largest for any area, decreased $7.1 billion, or
20 percent in 1998, to $28.0 billion, following a
2-percent increase in 1997. The decrease in the
surplus was attributable to a falloff in exports
to this area, as the purchasing power of Asian
economies was weakened by their financial prob-
lems and by the depreciation of several Asian
currencies against the dollar.

Japan accounted for nearly 13 percent of total
U.S. exports of services in 1998, down from 14
percent in 1997 but it was still first as a destina-
tion of U.S. services exports. U.S. services exports
to Japan fell $3.7 billion, or 11 percent. Receipts
for travel and passenger fares from Japanese vis-
itors to the United States fell $3.5 billion, or 21
percent, to $13.0 billion. The number of Japanese
visitors declined, reflecting the 8-percent depre-
ciation of the yen against the U.S. dollar and the
weakened spending power of businesses and pri-
vate consumers that was caused by the stagnant
Japanese economy.

Japan accounted for 8 percent of total U.S. im-
ports of services in 1998, ranking second as a
source of U.S. imports of services. U.S. services
imports from Japan decreased so.4 billion, or 3
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percent, in 1998. “Other private services” more
than accounted for this decrease. The U.S. serv-
ices surplus with Japan was $17.0 billion in 1998,
down 16 percent from 1997. This drop—along
with the $8.2 billion, or 14-percent, increase in
the trade deficit in goods with Japan—reflected
the strength of the U.S. economy relative to that
of Japan.”

U.S. exports of private services to all the other
countries in Asia and Pacific decreased 6 per-
cent in 1998, to $375 billion, and U.S. imports
increased 5 percent, to $26.5 billion; the U.S.
services surplus was s11.o billion. The combined
exports of private services to the five countries
that were most affected by the Asian financial
problems—South Korea, Indonesia, Malaysia,
Thailand, and Hong Kong—fell 16 percent. Ex-
ports to China increased 8 percent, exports to
Singapore decreased 8 percent, and exports to
Taiwan decreased nearly 17 percent.

Latin America and Other Western Hemisphere.—
This area accounted for 19 percent of both exports
and imports of private services in 1998. The U.S.
services surplus with the region was s15.2 billion
in 1998, up 16 percent from 1997; U.S. exports to
most of the major countries in this area increased
more rapidly than imports. Travel and passenger
fares accounted for $6.2 billion, or 40 percent, of
the surplus.

Mexico accounted for 5 percent of total U.S.
exports of services and for 6 percent of total U.S.
imports of services in 1998. Mexican visitors to
the United States accounted for 5 percent of to-
tal U.S. travel and passenger fare receipts, and
U.S. visitors to Mexico accounted for ¢ percent of
travel and passenger fare payments. U.S. exports
to Mexico increased 8 percent, to $11.8 billion,
following a 16-percent increase. These increases
reflected the continued strength of the Mexican
economy, which grew 6.8 percent in 1997 and
4.8 percent in 1998. U.S. imports from Mex-
ico decreased slightly to $10.0 billion, following a
12-percent increase in 1997. The U.S. services sur-
plus with Mexico was nearly $1.8 billion, almost
double the previous year.

U.S. exports of private services to all the other
countries in Latin America and Other Western
Hemisphere increased 10 percent, and imports
increased 9 percent. The U.S. services surplus
with the region was $13.5 billion, up 10 percent.

10. Real gross domestic product (coe) in the United States grew 3.9 per-
cent in both 1997 and 1998; real goe in Japan decreased 2.8 percent in 1998
and grew 1.4 percent in 1997.

Canada.—Canada accounted for 8 percent of U.S.
exports of private services and 9 percent of U.S.
imports of private services in 1998. U.S. im-
ports from Canada increased 11 percent, while
exports to Canada decreased 5 percent, reflect-
ing the strength of the U.S. dollar against the
Canadian dollar. The U.S. services surplus with
Canada was $4.5 billion in 1998, down 36 per-
cent from 1997; nearly a third of the surplus
in 1998 was attributable to travel and passenger
fares. Partly reflecting the high volume of goods
shipped by truck, pipeline, and inland waterway
between the United States and Canada, both U.S.
exports to, and imports from, Canada of “other
transportation” services were second only to U.S.
exports to, and imports from, Japan of these
services. U.S. imports of “other private services”
from Canada were second only to those from the
United Kingdom.

Other.—The remaining areas—Africa, the Mid-
dle East, and “International organizations and
unallocated”—combined accounted for 7 percent
of exports of private services and for 5 percent
of imports of private services in 1998. Exports
to these areas increased 10 percent, and imports
from these areas increased 13 percent. The U.S.
services surplus with these areas was $7.3 billion,
up 8 percent.

Sales Through Affiliates in 1997

In 1997, the latest year for which data are avail-
able, worldwide sales of private services by U.S.
multinational companies through their nonbank,
majority-owned foreign affiliates were $272.9 bil-
lion, up 15 percent from 1996 (table C)." World-
wide sales of services by foreign multinational
companies through their nonbank, majority-
owned U.S. affiliates, at $219.0 billion, were 22
percent higher than in 1996, but about half of
the increase reflects the changes in the defini-
tion of sales of services. As discussed in the box
“Changes in the Definition and Classification of
Sales of Services by U.S. Affiliates,” there is a
break in 1997 in the series on sales by U.S. affil-
iates of foreign companies due to the adoption
of a definition of sales of services that is based
on the North American Industry Classification
System (NaI1cs).

Sales by affiliates—both of goods and of
services—are predominantly local transactions.
In 1997, 82 percent of worldwide sales of services

11. In this section, sales of services are defined as sales that are character-
istic of establishments classified in particular industries. The industry groups
used for this purpose are listed in the note to table C.
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by foreign affiliates of U.S. companies were trans-
actions with parties located in the same country
as the affiliate (local sales); the corresponding
share for goods was 63 percent. The larger share
for services reflects the importance of proximity
to the customer in the delivery of services, which
ordinarily cannot be stored or transported. Sales
to parties in other foreign countries accounted for
13 percent of worldwide sales of services by for-
eign affiliates; only 5 percent were sales to parties
in the United States (U.S. persons), and three-
fourths of these sales were transactions between
the affiliate and its U.S. parent. Partly reflecting
the large U.S. market, local sales by U.S. affiliates
of foreign companies accounted for g4 percent of
sales of services and for an estimated 89 percent
of sales of goods."”

Sales by foreign affiliates to foreign persons
and sales by U.S. affiliates to U.S. persons both

12. Because the data on sales of goods by U.S. affiliates are not disaggre-
gated by destination, the local and foreign shares have been estimated using
the data on exports of goods shipped by affiliates. Exports of goods shipped
by U.S. affiliates in 1997 represented 11 percent of sales of goods by these
affiliates during the year.

Table C.—Sales of Services by U.S. MNC's Through Their
Nonbank MOFA’s and by Foreign MNC's Through Their
Nonbank MOUSA'’s, 1996-97

[Millions of dollars]

1996 1997

Sales through MOFA’s
238,114 272,919
To affiliated persons .. . 28,091 31,678
To unaffiliated persons ..........cccveveienes 210,023 241,241
To U.S. persons 14,939 14,666
To U.S. parents ..... . 9,163 11,027
To unaffiliated U.S. persons .............. 5,776 3,639
To foreign persons 223,175 258,253
To other foreign affiliates ... 18,928 20,651
To unaffiliated foreign person 204,248 237,602
Local SaleS .....ccvveveeeeeeeeeeee 192,725 222,573
To other foreign affiliates . 6,472 8,001
To unaffiliated foreigners .............. 186,254 214,572
Sales to other countries ... 30,450 35,680
To other foreign affiliates 12,456 12,650
To unaffiliated foreigners 17,994 23,030

Sales through MOUSA’s
Total 179,401 218,968
To U.S. persons ... 168,444 205,548
To foreign persons ... 10,956 13,420
To the foreign parent group . 6,520 5,823
To foreign affiliates ........ . 428 518
To other foreigners ... 4,009 7,080

NoTe.—In this table, sales of services by foreign affiliates in 1996 and 1997, and sales of
services by U.S. affiliates in 1996, are those characteristic of establishments in the following
SIC-based industry classifications:“services;” finance (except depository institutions), insurance,
and real estate; agricultural, mining, and petroleum services; and transportation, communication
and public utilities.

Sales of services by U.S. affiliates in 1997 are those characteristic of establishments in the
following NAICS-based industry classifications: Support activities for agriculture and forestry; sup-
port activities for oil and gas operations; support activities for mining; transportation and
warehousing; information; finance and insurance; real estate and rental and leasing; professional,
scientific, and technical services; management of companies and enterprises; administrative and
support, waste management, and remediation services; educational services; health care and
social assistance; arts, entertainment, and recreation; accomodations and food services; and
other services.

Depository institutions are excluded from both listings because data on them are not available.

MNC  Multinational company

MOFA  Majority-owned foreign affiliate

MOUSA  Majority-owned U.S. affiliate

represent services delivered to international mar-
kets through the channel of direct investment.
Unlike cross-border transactions, which are gen-
erally classified by type of service, these sales are
classified by the primary industry of the affil-
iate; they are shown by country of affiliate or
by ultimate beneficial owner (uso) for 1990—97
in table 8. Sales by industry of affiliate that
are cross-classified by country in 1996 and 1997
are shown in table ¢ for foreign affiliates of U.S.
companies and in tables 10.1 and 10.2 for U.S.
affiliates of foreign companies. The industry
disaggregation shown in table 10.2 for sales of
services by U.S. affiliates in 1997 reflects the new
~Naics-based classifications and a new treatment
of petroleum-related activities (see the box on the
changes in the definition and classification).

Foreign affiliates’ sales to foreign persons

In 1997, sales of services to foreign persons by
majority-owned foreign affiliates of U.S. compa-
nies were $258.3 billion. By area, affiliates in
Europe accounted for 57 percent of the total,
about half of the sales by affiliates in Europe were
accounted for by affiliates in the United King-
dom. Sales of services by affiliates in Canada and
Japan were roughly equal, at about ¢ percent of
the total. By primary industry of the affiliate, af-
filiates classified in the “services” division of the
Standard Industrial Classification (sic) accounted
for $93.6 billion, or more than one-third of the
total."* Within “services,” affiliates in computer
and data processing services had the most sales.
However, computer-related services are also likely
to have been sold by affiliates in industries that
are not classified in “services,” particularly by
those classified in “computer and office equip-
ment manufacturing” (part of “machinery” in
table 9) and wholesale trade in “professional and
commercial equipment and supplies” The com-
bined sales of services to foreigners by affiliates in
these three industries were nearly $6o billion in
1997.° After “services,” sales were largest for affil-

13. The uso of a U.S. affiliate is that person (in the broad legal sense,
including a company), proceeding up the affiliate’s ownership chain beginning
with the foreign parent, that is not owned more than so percent by another
person. The uso ultimately owns or controls the affiliate and derives the
benefits associated with ownership or control. Unlike the foreign parent, the
uso of a U.S. affiliate may be located in the United States.

14. In the sic, the “services” division includes a variety of business and
personal services (see the group “services” in tables 9 and 10.1), but it ex-
cludes several industries—such as finance, insurance, transportation, and
communication—that are classified as services-producing industries in Bea’s
direct investment surveys